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Real estate industry is one of the most important industries in most countries and it 
contributes a lot to the economic development in those countries. Real estate industry is 
capital intensive, which needs great financial support. Without enough financial support, 
real estate industry can not develop normally. While excessive financial support will 
cause over heating or even asset bubbles in the real estate industry. Based on the over 
heating phenomenon in China’s real estate industry, this paper conducts an empirical 
study on the asset bubble problem in China’s real estate industry from the excessive 
financial support perspective. 
This paper first presents the literature review on some related theories on real estate 
asset bubble and financial over heating, which guides the following study. Secondly, 
this paper studies the development in China’s real estate industry from 2000 to 2006 
through comparisons with Japan, America and Thailand’s real estate industry 
development, and get to the following conclusions: 1) there was no excessive financial 
support phenomenon in the real estate industry from 2000 to 2002, but it did have 
excessive financial support phenomenon from 2003 to 2006;2) although there was no 
asset bubble in the whole real estate market in China from 2000 to 2006, it was over 
heated. Thirdly, this paper employs VEC model to conduct an empirical test on the 
relationship between financial support and asset bubble in China’s real estate market 
and concludes: 1) it presents cointegration relationship between real estate financial 
support amount and commercial residential building price in the long trend and increase 
in financial support amount drives up the commercial residential building price;2) 
impulse response analysis shows that increase in financial support amount would 
certainly drive up the commercial residential building price. Although there is time lag 
in the relationship between the commercial residential building price and financial 
support amount, the effect is positive, long-term and rising. Finally, this paper offers 
suggestions from monetary, tax and public policy perspectives. 
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